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JF PEOPLE DJDN'r SAVE. THET WOULDN'T HAVE 
THE EXTRA DOLLARS WE ALL LIKE TO HAVE 
FOR SPECIAL OCCASIONS IN OUR LIVES. 




(F WE DIDN'T SAVE, WE WOULDN'T BE 
ABLE TO AFFORD THE SPECIAL THINGS 
WE ENiOY BUrtNG. 





so. WE SAVE FOR SPECIAL OCCASIONS. WE SAVE TO BUY 
SPECIAL THfNGS, AND WE SAVE TO PROTEa AGAINST 
EMERGENCIES. BUT WHAT IS SAVING. ANTWAf? 



KNOW, 8UT I'M 
. . _ eOlNeTOSAY. I'M 
\ SAVIHfi MV VOICE. 




SAVING MEANS REFRAINING FROM 
SPENDING ALL OF OUR INCOME ON THE 
THINGS WE BUY NOW, SUCH AS FOOD, 
CLOTHING, HOUSING, TRANSPORTATION, 
AND ENTERTAINMENT. 


f If WE DON'T 6UV \ 
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tF, FOR EXAMPLE, KOUR INCOME IS 

$2,000. AND rou SPEND $j,700, rou 

ARE SAVING $300. 



WHEN WE SAVE, WE GIVE UP THE 
OPPORTUNITl' TO SPEND NOW. IN 
ORDER TO HAVE THE SPENDING POWER 
AVAILABLE SOMETIME IN THE FUTURE. 




WE CAN SAVE IN 
MANr DIFFERENr 
WArS. FOR 
EXAMPLE. WE 
CAN KEEP 
OUR SAVINGS 
IN OUR HOUSE. 




HOWeiTER, WHILE A PtHHY SAVED MAf BE A PtHHY 
-URNED." IF roOKEEP TOUR SAVINGS IN AN URN - OR 
ANVWHERE ELSE IN YOVZ HOUSC ~ IT WONT EARN 
ttH¥ INTEREST. 



HOWEVER, If TOO DEPOSIT YOUR SflVIHOS 
INTO AN ACCOtlKT WITH A BANK, YOU EflRM 
INTEREST AND VOUR SAVINGS WILL GROW. 




ACTUALLl', THE WORD "BANK" (S AN 
OVERSIMPLIFICATION. THERE ARE REALLl" MANr 
DIFFERENT TrPES OF DEPOSITORT INSTITUTIONS. 
OR INSTITUTIONS THAT ACCEPT DEPOSITS. SUCH 
AS COMMERCIAL BANKS. SAVINGS AND LOAN 
ASSOCIATIONS, AND CREDIT UNIONS. FOR SHORT, 
THOUGH, WE'LL JUST CALL THEM "BANKS." 




WHEN rOU DEPOSIT KOUR SAVINGS IN A 
BANK. NOT ONLr DO TOU EARN INTEREST 
ON rOUR SAVINGS, BUT rOU ALSO EARN 
INTEREST ON THE INTEREST THAT YOU 
RECEIVE AND KEEP IN COUR ACCOUNT. 


NOW, yOU'VE AROUSE[> 
MY INTEREST. 
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FOR EXAMPLE. IF YOU DEPOSIT $100 IN A BANK 
AT 5% INTEREST, AT THE END OF TEN TEARS 
roll WON'T HAVE JUST $(50 fTHE ORIGINAL 
$100 PLUS 10 "SIMPLE" INTEREST PAYMENTS 
OF $5 EACH>. rOU'LL HAVE MORE THAN $160, 
BECAUSE rOU'LL EARN INTEREST ON THE 
INTEREST THAT YOU RECEIVE. 



WHEN INTEREST RATES ARE HIGHER, "COMPOUND- 
ING' HAS A GREATER EFFECT IN MAKING KOUR 
SAVINGS ACCOUNT GROW. FOR EXAMPLE, IF 
THE RATE OF INTEREST IS 10%, 
SIMPLE INTEREST WOULD 
INCREASE A $J00 DEPOSIT 
TO $200 IN lOrEARS. BUT 
COMPOUND INTEREST WILL 
INCREASE IT TO ALMOST $260. 




THAT'S RIGHT. WITH A 5% 



(N GENERAL, THE LONGER WU ARE WILLING 
TO LEAVE YOUR SAVINGS IN A BANK. THE 
HIGHER THE RATE OF (NTEREST YOU 
CAN EARN. THE REASON INVOLVES SOMETHING 
CALLED "LiqUIDITr." 





THE WORD "LiquiDirr" 

REFERS TO THE 
READINESS WITH 
WHICH AN ITEM CAN BE 
CONVERTED INTO CASH 
WITHOUT LOSING AT 
LEAST SOME OF ITS 
VALUE. THE MONErrOU 
DEPOSfT IN A SAVINGS 
ACCOUNT IS VERT 
LIQUID. BECAUSE YOU 
CAN WITHDRAW IT AT 
ANT TIME. 




HOWEVER, IF YOU AGREE TO 
LEAVE rOUR SAVINGS ON 
DEPOSIT IN WHAT'S CALLED A 
"CERTIFICATE OF DEPOSfT FOR, 
SAT, TWO fEARS OR FIVE fEARS. 
YOU SACRIFICE LIQUIDITr AND YOU 
RECEIVE A HIGHER RATE OF 
INTEREST IN RETURN FOR THAT 
SACRIFICE. 





TO PROTECT THE VALUE OF 
rOUR SAVINGS, rOU WANT 
TO GET AN (NTEREST RATE 
THAT EXCEEDS THE RATE OF 
INFLATION. BUT THE LONGER 
YOU AGREE TO LEAVE YOUR 
SAVINGS ;N a BANK. THE 
GREATER THE THREAT THAT 
PRICES MIGHT START RISING 
MORE RAPIDLT. 







50, THE LONGER YOU COMMfT TOUR 
SAVINGS TO A BANK, THE HIGHER THE 
RATE OF INTEREST YOU'LL WANT TO 
RECENE. 



EVEN IF PRICES RISE S% 
A YEAR, THE VALUE OF HY 
SAVINGS WILL INCREASE, 
BECAUSE I'M 6ETTIH6 6% 

mtEREST ON MY 
CERTIFICATE OF DEPOSIT. 





THAfS OK, I'M USED TO 

LOSIHe INTEREST. I'M AN 

ECONOMICS STUDENT. 



WHY DO BANKS PAT INTEREST ON THE 



BANKS PAY INTEREST IN ORDER TO ATTRACT DEPOSfTS. 



A BANK IS WILLING TO PM HIGHER RATES OF INTEREST 
ON LONGER-TERM DEPOSfTS BECAUSE THE ASSURANCE 
OF HAVING THE MONET FOR A LONG TIME ALLOWS THE 
BANK TO EXTEND LONGER-TERM LOANS. 



IF BANKS LEND THE MONET THET 
RECEIVE AS DEPOSn'S. HOW CAN 
rOU BE SURE TOU'LL BE ABLE TO 
WITHDRAW rOUR MONET WHEN 
rOU WANT (T? 




ALSO, BANK ACCOUNTS ON WHICH TOU 
CAN WRITE CHECKS AND IN WHICH TOO 

CAN ALSO KEEP SOME SAVINGS ARE 
SUBJECT TO "RESERVE REQUIREMENTS." 
THE FEDERAL RESERVE, THE NATION'S 
CENTRAL BANK, REQUIRES THAT BANKS 
REFRAIN FROM LENDING A PERCENTAGE 
OF THE DEPOSITS IN THOSE ACCOUNTS. 




BUT WHAT IF THE BANK 
LENDS MONET TO 
PEOPLE WHO CAN'T 
REPAT THE LOANS? WILL 
DEPOSITORS STILL BE 
ABLE TO GET THEIR 
MONET BACK? 




AGAIN, THERE'S 
NOTHING TO WORRY 
ABOUT. EVEN IF A 6ANK 
MAKES UNWISE LOANS 
AND CAN'T COLLECT 
THEM. THE BANK HAS 
ITS OWN MONET. fTS 
CAPITAL, THAT IT CAN 
USE IF SOMEONE 
WANTS TO MAKE A 
WITHDRAWAL. INDEED, 
THE GOVERNMENT 
WON'T ALLOW A BANK 
TO OPEN UNLESS IT 
HAS A LOT OP CAPITAL. 




ALSO, AS A LAST LINE OF DEFENSE. PEOPLE'S 


DEPOSITS OF UP TO 5100,000 IN EACH BANK 


ARE INSURED BY A GOVERNMENT AGENCT, 


SO ALL DEPOSITORS WILL GET THEIR MONET 


BACK, UP TO THAT AMOUNT. 
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HERE'S A QUESTION TO PONDER: IF A 

BANK TAKES TOUR SAVINGS AND LENDS 

THEM TO A BORROWER WHO PAKS 

A HIGHER INTEREST RATE THAN 

THE BANK PATS YOU, WHY 

CAN'T rOU LEND THE 

MONET DIRECTLT TO THE 

BORROWER AND RECEIVE 

THE HIGHER RATE 

rOURSELF? / THArS AN EXCELLENT 

QUESTION. WHY DIDNT 
I THINK OF IT MYSELF? 



TO ANSWER THE QUESTION. SUPPOSE SOMEONE 
APPROACHED YOU AND ASKED TO BORROW TOUR 
SAVINGS. HOW WOULD YOU KNOW WHETHER THE 
PERSON IS A GOOD CREDIT RISK — THAT IS. HOW 
WOULD rOU KNOW WHETHER YOU COULD COUNT 
ON THE PERSON TO REPAY THE LOAN? 



rOU MIGHT EASILY MAKE A MISTAKE AND LEND MONEY TO SOMEONE 
WHO IS NOT CREDITWORTHY. AND LOSE YOUR MONET. 




IN CONTRAST, 8ANKS HAVE A LOT OF EXPERfENCE 
IN DECIDING WHETHER OR NOT TO LEND TO PEOPLE, 
AND BANKS EMPLOr EXPERTS TO MAKE SUCH DECISIONS. 



I'VE eONE OVER ALL OF YOUR 

FINANCIAL STATEMENTS, AND 

I'M HAPPY TO SAY THAT WE 

CAN GIVE YOU THE LOAN.. 



I'M SORRY WE CANT diVE 

YOU THE LOAN. OUR ANALYSIS 

OF YOUR INCOME AH» ASSETS 

IHPICATES THAT YOU WOULD 

HAVE TROUBLE REPAYINO IT. 



THERE ARE OTHER REASONS WE PUT OUR 
SAVINGS IN BANKS, RATHER THAN LENDING 
THH^ DIRECTLT TO BORROWERS. ONE IS THAT 
BORROWERS OFTEN BORROW AMOUNTS OF 
MONET THAT ARE MUCH LARGER THAN THE 
SAVINGS OF A SINGLE PERSON. A BANK TAKES 
THE SAVINGS OF MANf DIFFERENT PEOPLE 
AND COMBINES THEM INTO A SINGLE LOAN. 




ALSO, rOU MIGHT NOT BE ABLE TO FIND 
SOMEONE INTERESTED IN BORROWING THE 
PRECISE AMOUNT OF MONET THAT tOU 
HAVE SAVED. A BANK. THOUGH, IS ALWATS 
WILLING TO ACCEPT THE AMOUNT THAT TOU 
HAVE SAVED AND PAT rOU INTEREST ON 
THAT AMOUNT. 
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ANOTHER REASON WE 
DEPOSIT OUR SAVINGS 
IN BANKS. RATHER THAN 
LENDING DIRECTLT TO 
THE PEOPLE WHO BORROW 
FROM THE BANKS. IS THAT 
THE BORROWERS WE 
KNOW MAT WANT TO 
BORROW MONET FOR 
LONGER THAN WE ARE 
WiLLING TO PART WITH IT. 



BANKS, THOUGH, ARE 
AfiLE TO OFFER 
LONG-TERM LOANS, 
BECAUSE THET ALWATS 
HAVE NEW DEPOSITS 
COMING IN THAT TNET 
CAN LEND TO OTHER 
CUSTOMERS. 




IF roy WANT TO SAVE AND EARN 
INTEREST ON TOUR SAVINGS, rOU 
OON*T HAVE TO PUT YOUR MONET 
IN A SANK. THERE ARE OTHER 
WATS TO SAVE ONE IS TO BUT US. 
SAVINGS BONDS. 
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us. SAVINGS BONDS HAVE A NUMBER OF 
ADVANTAGES. ONE IS THAT TOU DON*T HAVE TO 
FAT INCOME TAJT ON THE INTEREST YOU EARN 
EACH TEAR; TOU CAN POSTPONE FATING THE 



MANT PEOPLE BUT SAVINGS 60NDS DURING 
THEIR WORKING TEARS AND THEN CASH 
THEM IN AFTER THEY RETIRE — WHEN 
THEIR INCOME TAJf RATES ARE LOWER. 



MILLIONS OF PEOPLE BUY SAVINGS BONDS 
THROUGH A PAWOLL SAVINGS PLAN - 
THET HAVE MONEY DEOUaED FROM THEIR 
EARNINGS EACH PAY PERIOD AND APPLIED 
TO THE PURCHASE OF SAVINGS BONDS. 



THERE ARE MANT OTHER WATS TO SAVE. SOME 
PEOPLE LIKE TO PUT THEIR SAVINGS INTO THE 
STOCK MARKET — THAT IS. THET BUT STOCKS, 
OR SHARES IN CORPORATIONS. 




ALSO, IF THE COMPANY 
DOES WELL. THE VALUE OF 
rOUR STOCKS MAr GO UP, 
AND IF YOU WANT, YOU CAN 
THEN SELL THE STOCKS 
FOR MORE THAN YOU PAID 
FOR THEM. 



STOCKS HAVE THE POTEN- 
TIAL TO GIVE YOU A MUCH 
HIGHER RETURN THAN A 
BANK ACCOUNT DOES. 




BUT THERE IS ALSO A RISK 
WHEN rOU BUT STOCKS. 
THEIR VALUE CAN DROP. 



roo MN RMUCe THE RISK OF BUYINQ STOCKS &Y INI/ESTING IN 
MUTUAL FUNDS. WHICH BUY SHARES IN MMY DIFFERENT COMPANIES. 
THEN, EVEN IF SOME COMPANIES DO POORU VOUR LOSS WILL 8E 
LIMITED, BECAUSE OTHER COMPANIES WILL 00 BCTTER, 





THE PROFESSIONALS WHO MANAGE A 
MUTUAL FUND DEODB WHAT COMPANIES 
TO 8LII' SHARES IN. 



A DISADVANTAGE (S THAT SOME MUTUAL 
FUNDS CHARGE AN ANNUAL FEE FOR 
MANAGING fOUR SAVINGS. 




ALSO, BECAUSE fOUR INVESTMENT 
IS DIVERSIFIED. YOU CAN'T EARN THE 
VERT HIGH RETURN THAT YOU MIGHT 
EARN BY INVESTING IN A SINGLE 
COMPANr THAT DOES VERT WELL. 
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THERE ARE OTHER THINGS IN WHICH YOU CAN 
INVEST TOUR SAVINGS — THINGS THAT OFFER 
THE POTENTIAL FOR HIGH RETURNS. TWO 
EXAMPLES ARE REAL ESTATE AND ART. 
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HOWEVER. THE PRICES OF SUCH 
ITEMS ALSO CAN FALL, REDUCING 
THE VALUE OF YOUR SAV/NGS. 
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THERE'S AH OVER-SUPPLY 

OF OFFICE SPACE, AW 

eUlLPERSAREH'TIHTERESTEV 

IH OOlNe AHV HEW 

COHSrRUCTIOH. SO, LAND 

VALUES ARE bVAY DOWH. 
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IN GENERAL. THE TTPK OF 
INVESTMENTS — SUCH AS REAL 
ESTATE AND ART — THAT OFFER 
THE PROSPECTS OF HIGH RETURNS 
ALSO CARRr HIGH RISKS. 



URN 



INVESTMENTS SUCH AS REAL ESTATE AND ART HAVE ANOTHER 
DRAWBACK — THET ARE NOT VERr LIQUID. THAT MEANS THAT 
IF rOU HAVE TO CONVERT THEM INTO CASH QUICKLT, fOU MAr 
HAVE TO SACRIFICE SOME OF THEIR VALUE. 
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IN DECIDING HOW TO 
INVEST OUR SAVINGS. 
WE ARE ALL FREE TO 
CHOOSE THE 
COMBINATION OF 
SAFETT, LIQUIDITf, 
AND POTENTIAL 
RETURN THAT 
WE PREFER. 



NOT EVERTONE IS EQUALLT ABLE TO SAVE, 
OF COURSE. 
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IN GENERAL, PEOPLE WHO ARE IN THEIR PEAK EARNING YEARS 
ARE MOST ABLE TO SAl^E. 




SIMILARIK RETIREES. WHO HAVE A LOWER INCOME 
COMPARED TO WHEN THEV WERE W0RKIN6. ALSO 
fREOUENTLy OlSSflWE. 



SO FAR. WeVE DISCUSSED SAVING FROM THE 
STANDPOINT OF THE INDIVIDVAL SAVER, 
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SAVING ALSO B rMPORTANT. 
THOUGH, TO THE NATIONAL 
ECONOMir. 
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IF hMmXCKHS DON'T SAVE. BUSINESSES WILL NOT 
BE ABLE JO INVEST IN THE MACHINERT, BUILDINGS. 
AND OTHER THINGS THAT ARE ESSENTIAL FOR 
ECONOMIC GROWTH. 




THAT'S BECAUSE WHEN A BUSINESS 
WANTS TO BUILD A NEW BUILDING OR 
BUT NEW MACHINERT, IT USUALLT HAS 
TO BORROW MONET. 



THC as. SflVJNOS RATE -- 

THE PERCENT OF INCOME 

THAT AMERICANS SAVE - 

HAS BEEN DECUNIN6 SINCE THE IfSO's. 
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THAr DOESN'T MEAN THAT 
LIVING STANDARDS WILL 
GO DOWN. 




THE US. NEEDS A HIGHER RATE OF 
SAVING TO ENJOr THE FULL BENEF/TS 
OF HIGHER L/VJNG STANDARDS. 




WHr HAS THERE 6EEN A DECLINE 
JN THE PERCENTAGE OF INCOME 
THAT AMERICANS SAVE? 




ECONOMISTS OFFER SEVERAL EXPLANATIONS. ONE IS 
THAT AMERICANS' WEALTH GENERALLT HAS INCREASED, 
AND WHEN PEOPLE HAVE MORE WEALTH. THET FEEL LESS 
OF A NEED TO SAVE OUT OF CURRENT INCOME. 




AunjuFP TUFnov pniuTC m thf ai-ziur. 



PERCENTAGE OF U.S. POPULATION 
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MOTHER THEORY G 
THAT THE SOOAL 

SEcvRfrr srsTEM, 

WHfCH PROVIDES 
WCOME TO RETIRED 
PEOPLE, HAS LED 
WORKERS TO FEEL 
LESS OF A NEED TO 
PUT ASIDE SAVINGS 
FOR RETIREMENT. 



WHILE THE SAVING RATE HAS DECLINED IN RECENT l-EARS. 
n IS POSSIBLE THAT THE RATE WILL RISE IN THE FUTURE. 
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NOW THAT fOU'VE FINISHED READING THE 
COMIC BOOK ON SAVING, WHAT SHOULD 
rOU DO WITH IT? 
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